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EDITORIAL COMMENT 

Because the many interesting features the recent tax agreement respect- 
ing proposed urban redevelopment project reached the Prudential In- 
surance Company America and the city officials Boston, the Boston 
Municipal Research Bureau was invited send the Tax Institute for publi- 
cation Tax statement concerning this development. 

This plan significant several respects. First, from the standpoint sheer 
magnitude the project breathtaking. Moreover, the inclusion one project 
skyscraper office building, hotel, municipal auditorium, six apartment 
houses, four retail shop buildings, parking areas, extensive plaza with ice 
skating rink, and peripheral traffic artery makes the most diversified re- 
development project come our attention. Also, contemplated that this 
gigantic development, excluding the municipal auditorium, will constructed 
and maintained under single ownership. 

Second, may noted that private enterprise plan, apparently 
achieved entirely without recourse the federal government. 

Third, without presuming venture into the alien territory what consti- 
tutes proper city planning, may least comment that the generous amount 
space devoted plaza and the use ring traffic artery around the 
periphery the project are two features that are currently being given wide 
advocacy city planning circles. 

Fourth, rather widely held belief that the assessments large corpora- 
tions many cities are fixed through process secret negotiations between 
city and company is, however, very difficult get data such 
The citizens Boston have been taken into the confidence 
city and are aware the agreement reached. 

With respect the tax arrangement would superficial render snap 
judgment condemnation approbation. Action should always judged 
relation existing circumstances and possible alternatives. common with all 
too many other American cities Boston has been confronted with areas stag- 
nation and decay its center. our central city areas are salvaged for 
economic and civic health, imaginative and large scale redevelopment essen- 
tial. was believed responsible civic leaders Boston that such redevelop- 
ment was impossible without some adjustment the taxing process. 

The following statement appeared the December 15, 1958, Bulletin the 
Boston Municipal Research Bureau: 

Boston’s property taxes are deterring the normal growth the city. They are hold- 
ing construction activity far below normal replacement levels. Only million valua- 
tions were added the tax roll 1958 because new construction. 

(continued on page 7) 


Massachusetts, Special Commission Taxation, Report: Part IV, Boston, 1951, 15, 
cited National Tax Journal, (September, 1958), 214. 
Walker, “Local Tax Competition Within Metropolitan Areas,” Proceedings 


National Tax Association 1957, Harrisburg, 1958, pp. 431-37; reprinted Tax 
Policy, XXV (July, 1958), 3-8. 
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Boston Redevelopment Contingent 
Tax Agreement 


MEMC CONFERENCE HELD MARCH 1958 
THE SHERATON-PLAZA HOTEL BOSTON 


Prepared RESEARCH BUREAU 


HERE were present for the city Mayor John Hynes; John Chapman, 
Lawrence Moore, and James Alphen, constituting the Board 
Thomas Flaherty, Chairman the Board and William 
Reilly, Director Administrative Services. For the Prudential Insurance Com- 
pany America Fred Smith, Vice President, Eugene Conroy, General Solici- 
tor, and Alfred Linkletter, Associate Director Engineering, were present. 

There were also present, invitation, members the Executive Committee 
the Committee One Hundred. 

The subject the meeting was the real estate tax assessment the proposed 
Prudential Center and the appropriate methods arriving such assessment. 
The Prudential representatives exhibited model the proposed Prudential 
Tower. They presented orally and with the use illustrative charts their views 
and position indicated the following paragraphs. 


THE PROPOSED PROJECT 

The site presently owned the Prudential comprises the entire 
viously occupied the Boston Albany Railroad Back Bay Yard (with the 
main tracks running through it), the property formerly known Mechanics 
Hall, and small parcel the south side acquired from the Christian Science 
Church; comprising all about acres. 

Running across the property diagonally from northwest southeast ease- 
ment feet wide which the Boston Albany and the New York Central 
Railroads propose maintain two-track mainline operation. Adjoining this 
easement the north will another one over which the Massachusetts Turn- 
pike Authority proposes build six-lane highway. The total width the two 
easements presently projected would about 132 feet the west end, 
fanning out about 192 feet the east end. The Prudential has arranged 
sell the Boston Auditorium Commission about 135,000 square feet the 
northwest corner the property which (plus some additional land now 
located the bed Dalton Street) the Commission would construct Con- 
vention and Exhibition Hall. 

order preserve the unity the project and the appearance the site, 
which would largely destroy. the railroad tracks and turnpike were 
left exposed, Prudential proposes construct plaza over substantially the 
entire property height sufficient provide legal clearance for the railroad 
and turnpike. This plaza would effect new land surface level. Prudential 
would utilize the space below the plaza provide three levels parking. 
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Through and projecting above the plaza would construct south the 
Convention Hall 1,000 room hotel approximately stories high; the center 
52-story tower office building, surrounded retail shop buildings; and 
the easterly third group apartment houses about stories providing 
about 1,750 apartment units. The aggregate rentable floor area for all such 
buildings would little more than million square feet. These buildings 
would cover only about per cent the plaza area. The remainder would 
provide some surface parking and the whole area would developed and 
landscaped park. Surrounding the entire project would so-called ring 
road which would handle the local traffic generated the Center and which 
would integrated with the city streets such manner minimize the 
traffic load the city. 

ANTICIPATED RESULTS 


The result should development which would not only enhance the attrac- 
tiveness and prestige the city whole, but should give tremendous lift 
the surrounding property. would thus bring Boston values greatly excess 
the actual construction itself. 

Among these extra values which Prudential feels that the assessors should 
keep mind are the contribution the solution the city’s transportation 
problems through the railroad and the turnpike, its traffic problems the 
construction the ring road, and its financial problems through the increased 
ratables not only from the project itself but from the surrounding areas. The 
project would add the appearance the city the quality the buildings 
and the park. Prestige the eyes outside business and industries should fol- 
low from the finest integrated development any city the United States. 


Tax LEvy DECISIVE 

While the interest the Prudential, well the city Boston, 
make this development attractive possible, should borne mind that 
this going cost the Prudential good deal. The company proposes spend 
the Center approximately per cent more than would required for 
conventional development along strictly utilitarian lines equivalent acre- 
age not presenting the special problems this one. 

has become quite clear that the development now projected should not 
only constructed, but should also maintained, unit under single 
ownership very strong hands. Consequently, after some exploration other 
possibilities, Prudential has determined that except for the Convention Hall 
will not only carry out the construction itself, but will retain ownership and 
control for the indefinite future. 

view the great cost the project relation the income that may 
expected from it, quite clear that the amount the tax levy going 
decisive whether the development economically possible. now, 
outside the cost the land, the Prudential has expended only relatively mod- 
erate sums for architectural, engineering, and economic surveys. The time 
approaching, however, when will necessary enter into definite commit- 


aa 
AL 

4 


BOSTON REDEVELOPMENT CONTINGENT TAX AGREEMENT 


ments for the expenditures great sums money. Before doing so, neces- 
sary that Prudential have concrete idea what may expect the way 
assessments and consequently taxes. the city can give satisfactory assurances 
with respect taxes and the Convention Hall, the development can proceed. 
not, Prudential will have abandon the project and offer the land for resale. 

the preliminary conference this subject held the office 
January 30, 1957, was necessary confine the discussion general principles. 
that time Prudential had definite figures, either cost probable 
income, upon which proceed. was clear even then that any tolerable assess- 
ment would have based upon economic value rather than reproduction 
cost any other physical value, and the city representatives there present 
agreed. The points then determined were: 

That the land assessment (including land the various slabs constructed below 

and including the plaza level) would frozen the present level; 

That the assessment building improvements should the basis economic 

value, that is, based potential income rather than cost; and 

The city suggested that possible method economic value would 

capitalize net income arrived deducting from gross income operating 
expenses, depreciation, and fair return the investment. the ab- 
sence of any cost or income figures 6 per cent to 7 per cent was mentioned by the 
city reasonable return this type investment. 

Returning the present conference, Prudential urged very strongly that 
view the essential unity the Center idea, the necessity single opera- 
tional control, and the actual physical unity (all the buildings being connected 
with the sub-plaza levels and through the sub-plaza levels with other), 
the entire Center should assessed and taxed single unit long 
remains single ownership. 


PROPOSED OPERATION THE PROPERTY 


Prudential intends occupy about one-third the tower (the least desirable 
for its Northeastern Home Office, charging itself rent for the purpose 
determining gross income the rate per square foot. This consid- 
erably higher than the going rate Boston the rate that paying charg- 
ing itself any other city. intends rent the rest the building, including 
the retail areas, outside tenants. expects lease the hotel and the garage 
area operators under leases providing for rent net all items except depre- 
ciation, taxes, and return. expects rent the apartments either directly 
through operator. 

The aggregate rental plus such incidental income Prudential might pick 
from concessionaires estimated the basis current conditions little 
less than $15 million per year when the project completed and fully rented. 
Depreciation (on 50-year life) and operating expense should aggregate about 
million, leaving net for taxes and return the investment between 
$8.5 and million. This less than per cent the total estimated invest- 
ment, that the basis discussed last year there would nothing left for 
taxes. This clearly impossible from any point view. 
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Consequently, the project forward the Prudential will have 
accept very much lower return. This prepared do, but tax excess 
per cent the gross revenues would leave return for the Prudential 
which could justified its policyholders the regulatory authorities 
which supervise it. Accordingly, Prudential suggested that the ultimate assess- 
ment imposed when the entire project has been fully constructed and 
rented should figure which would produce tax not excess per 
cent gross revenues actually realized. should understood that gross 
revenues mean the rentals actually received Prudential (or charged 
itself above indicated) thus avoiding separate computations the basis 
the gross revenues any tenant which might occupy any part the project. 

The Prudential representatives then called attention the fact that would 
quite number years before the project completed. Present estimates 
call for the commencement the site work, that the development the 
plaza, early 1959; for the commencement the construction the buildings 
above plaza level toward the end 1960; completion the first units 1962 
1963; and final completion construction perhaps 1966, with reasonably 
full occupancy 1967. understood that Massachusetts law requires assess- 
ment during construction, although from the above timetable clear that the 
property will produce appreciable income before 1963, and only gradually 
increasing income thereafter until the end the projected seven-year construc- 
tion period. 


THe TAx AGREEMENT 


Prudential, therefore, proposed that the assessments limited the land 
until the start the construction above plaza level, the land assessment re- 
main frozen its present level until that time, was agreed the conference 
last year; and that thereafter the taxes increase graduated scale for seven- 
year period until the full projected income could expected received. 

The city representatives present, speaking through the Mayor, stated that 
was impossible for any mayor assessor for the city Boston give commit- 
ment for the assessment future construction which would have any legally 
binding validity. They recognized, however, that without some idea how 
great tax burden the project would have carry, would impossible for 
the Prudential finally commit itself proceed. They pointed out that had 
been evident for some vears that neither the city’s assessors nor the Appellate 
Tax Board has utilized construction costs the principal criterion assessed 

value, for with Boston’s present tax rate ould negate any new construc- 
tion. They agreed that Boston was very much need the type develop- 
ment Prudential proposed build, and that aside from the addition the 
ratables which would represent would make economic, aesthetic, and cul- 
tural contributions great value the city. They further agreed that from the 
estimates gross income submitted the Prudential appeared them 
altogether reasonable conclude that the development would not eco- 
nomically feasible were the taxes excess per cent the gross 
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rentals received the Prudential, including charge itself, above de- 
scribed, per square foot for space occupied it. 

After considerable discussion the figures and details was the sense the 
meeting that assessments the following basis would reasonable method 
arriving fair cash value the development from the standpoint both the 
Prudential and the city. 


The assessment remain the present level, million land assessment, 
until construction commenced any building above the plaza level. assumed 
tax rate $go per thousand, this would produce tax $450,000. The present tax 
collection the land where Prudential will build, based the 1958 tax rate, 
$465,000. 


The aggregate land and building assessment fixed annually thereafter 
such amount would produce annual increase the total tax beginning 
$150,000 the first year after commencement construction above 
which increase would rise $50,000 each year for the next seven years. This proposal 
tax dollars for such seven-year period would thus become 


First Year 600,000 
Second Year 800,000 
Third Year 1,050,000 
Fourth Year 1,350,000 Total tax levy the project. 
Fifth Year 1,700,000 
Sixth Year 2,100,000 
Seventh Year 2,550,000 


the total assessment would fixed such amount produce 
total tax not excess per cent gross revenues above described, but 
event less than million per year. 


The city’s representatives the fact that such formula 
while reasonable under today’s conditions might get out line the distant 
future. Prudential’s representatives expressed agreement with this idea and indi- 
cated that they would satisfied they could assured that the tax would 
not exceed per cent gross revenues for period ten years after the end 
the graduated increase period described Point above. They would 
satisfied with the assurance that thereafter the tax should determined upon 
equitable economic formula (i.e. one based income rather than original 
cost, reproduction cost, other physical value) which would permit fair re- 
turn Prudential. 

The city representatives present all agreed that Prudential could safely assume 
assessments for the periods mentioned accordance with the foregoing. All 
participants the conference signed memorandum indicate their con- 
currence. 


EDITORIAL COMMENT (continued ) 


High property taxes are discouraging systematic programs urban renewal and 
desires individuals improve old property. Over half the land assembled through 
the use million federal and City funds the New York streets section the 
South End lies fallow because high property taxes are blocking new development. 
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Certain comments and questions concerning the plan arise, however. 


First, there appears be, least superficially, decided resemblance the fre- 
quently criticized Mississippi program attempting attract industrial development 
through tax favors. each case has been argued that the situation was desperate 
and that use special tax adjustments appeared the only, the most likely, 
method obtaining the desired results. The Mississippi program, however, was 
broad one adopted through legislative action and applied any corporations meeting 
certain standards. The Boston action extra-legal, applies only one corporation, 
and dependent upon the good faith the present and succeeding city administra- 
tions. 

Second, will other Boston taxpayers consider that they are the victims discrimina- 
tion and demand comparable treatment? Could this conceivably lead revamping 
the present real estate tax Boston with possible shift the income basis instead 
the capital value basis assessing improvements, assessing both land and 
improvements? 

Third, urban redevelopment this magnitude possible only through major 
change the taxing process, does this suggest that the property tax administered 
Boston tending stifle industrial development and urban redevelopment? tax 
that militates against healthy economic development suspect. 

Fourth, this situation limited Boston? time have new look the 
theory and application the property tax: 

With respect the efficiency the assessing and collecting processes? 

With respect elimination the personal property 

With respect assessing real estate the basis income (gross net) 
capital 
With respect even more radical changes the method taxing real estate? 
For example, Dr. Edwin Spengler, Director, School General Studies, Brook- 
Ivn College, has suggested that urban land classified according use and 
that different rates taxation applied each 
With respect redetermination local government boundaries? 

With respect state taxation large industrial and commercial enterprises 
and allocation the revenues some basis other than location. This subject 
has not had the consideration that deserves. Some large scale research along 
these lines might prove fruitful. 


None the comments this note taken indicating advocacy 
any the possibilities mentioned, indication that the real estate tax 
will not continue within the foreseeable future the mainstay local govern- 
ments. But there are many reasons for believing that present procedures with 
respect real estate taxes (in other sections the country well Boston) 
are not good enough and that the time has perhaps come when should sub- 
ject property tax theory, policies, and procedures searching analysis and re- 
appraisal. The economic and social forces now being unleashed our local 
government areas are too dynamic and powerful permit archaic inefficient 
local tax systems. 


Institute, Inc., Should Taxes Tangible Personalty Abolished?, Forum Pam- 
Five, New York, 1950, p.; “The Unpopular Personal Property Tax,” Tax 
Policy, (January, 1957), 3-8. 

Institute, Inc., Should the United States Adopt the British System Assessing 
Realty?, Forum Pamphlet Two, New York, 1944, 

proposal appeared Urban Taxation, Washington: National Resources Planning 
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